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of the grantor to all payors, may re-
port pursuant to paragraph (b)(2)(i)(B) 
of this section, and furnish the name 
and TIN of the trust to all payors, for 
subsequent taxable years. 

(ii) Changing from furnishing the TIN 
of the trust to furnishing the TIN of the 
grantor. The trustee of a trust who re-
ported pursuant to paragraph 
(b)(2)(i)(B) of this section for a taxable 
year, and therefore furnished the name 
and TIN of the trust to all payors, may 
report pursuant to paragraph 
(b)(2)(i)(A) of this section, and furnish 
the name and TIN of the grantor to all 
payors, for subsequent taxable years. 
The trustee, however, must indicate on 
each Form 1096 (Annual Summary and 
Transmittal of U.S. Information Re-
turns) that it files (or appropriately on 
magnetic media) for the final taxable 
year for which the trustee reports pur-
suant to paragraph (b)(2)(i)(B) of this 
section that it is the final return of the 
trust. 

(4) Example. The following example il-
lustrates the provisions of paragraph 
(g) of this section:

Example. (i) On January 3, 1994, G, a United 
States citizen, creates a trust all of which is 
treated as owned by G. The trustee of the 
trust is T. On or before April 17, 1995, T files 
with the Internal Revenue Service a Form 
1041 with an attached statement for the 1994 
taxable year showing the items of income, 
deduction, and credit of the trust. On or be-
fore April 15, 1996, T files with the Internal 
Revenue Service a Form 1041 with an at-
tached statement for the 1995 taxable year 
showing the items of income, deduction, and 
credit of the trust. On the Form 1041, T 
states that ‘‘pursuant to § 1.671–4(g), this is 
the final Form 1041 for this grantor trust.’’ T 
may report pursuant to paragraph (b) of this 
section for the 1996 taxable year. 

(ii) T reports pursuant to paragraph 
(b)(2)(i)(B) of this section, and therefore fur-
nishes the name, TIN, and address of the 
trust to all payors, for the 1996 and 1997 tax-
able years. T chooses to report pursuant to 
paragraph (a) of this section for the 1998 tax-
able year. On each Form 1096 (Annual Sum-
mary and Transmittal of U.S. Information 
Returns) which T files for the 1997 taxable 
year (or appropriately on magnetic media), T 
indicates that it is the trust’s final return. 
On or before April 15, 1999, T files with the 
Internal Revenue Service a Form 1041 with 
an attached statement showing the items of 
income, deduction, and credit of the trust. 
On the Form 1041, T uses the same TIN which 
T used on the Forms 1041 and Forms 1099 it 
filed for previous taxable years. T has com-

plied with T’s obligations under paragraph 
(g)(2) of this section.

(h) Effective date and transition rule—
(1) Effective date. The trustee of a trust 
any portion of which is treated as 
owned by one or more grantors or other 
persons must report pursuant to this 
section for taxable years beginning on 
or after January 1, 1996. 

(2) Transition rule. For taxable years 
beginning prior to January 1, 1996, the 
Internal Revenue Service will not chal-
lenge the manner of reporting of— 

(i) A trustee of a trust all of which is 
treated as owned by one or more 
grantors or other persons who did not 
report in accordance with § 1.671–4(a) 
(as contained in the 26 CFR part 1 edi-
tion revised as of April 1, 1995) as in ef-
fect for taxable years beginning prior 
to January 1, 1996, but did report in a 
manner substantially similar to one of 
the reporting methods described in 
paragraph (b) of this section; or 

(ii) A trustee of two or more trusts 
all of which are treated as owned by 
one or more grantors or other persons 
who filed a single Form 1041 for all of 
the trusts, rather than a separate Form 
1041 for each trust, provided that the 
items of income, deduction, and credit 
of each trust were shown on a state-
ment attached to the single Form 1041. 

(i) Cross-reference. For rules relating 
to employer identification numbers, 
and to the obligation of a payor of in-
come or proceeds to the trust to fur-
nish to the payee a statement to recipi-
ent, see § 301.6109–1(a)(2) of this chapter. 

[T.D. 8633, 60 FR 66087, Dec. 21, 1995, as 
amended by T.D. 8668, 61 FR 19191, May 1, 
1996]

§ 1.672(a)–1 Definition of adverse 
party. 

(a) Under section 672(a) an adverse 
party is defined as any person having a 
substantial beneficial interest in a 
trust which would be adversely affected 
by the exercise or nonexercise of a 
power which he possesses respecting 
the trust. A trustee is not an adverse 
party merely because of his interest as 
trustee. A person having a general 
power of appointment over the trust 
property is deemed to have a beneficial 
interest in the trust. An interest is a 
substantial interest if its value in rela-
tion to the total value of the property 
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subject to the power is not insignifi-
cant. 

(b) Ordinarily, a beneficiary will be 
an adverse party, but if his right to 
share in the income or corpus of a trust 
is limited to only a part, he may be an 
adverse party only as to that part. 
Thus, if A, B, C, and D are equal in-
come beneficiaries of a trust and the 
grantor can revoke with A’s consent, 
the grantor is treated as the owner of a 
portion which represents three-fourths 
of the trust; and items of income, de-
duction, and credit attributable to that 
portion are included in determining the 
tax of the grantor. 

(c) The interest of an ordinary in-
come beneficiary of a trust may or may 
not be adverse with respect to the exer-
cise of a power over corpus. Thus, if the 
income of a trust is payable to A for 
life, with a power (which is not a gen-
eral power of appointment) in A to ap-
point the corpus to the grantor either 
during his life or by will, A’s interest is 
adverse to the return of the corpus to 
the grantor during A’s life, but is not 
adverse to a return of the corpus after 
A’s death. In other words, A’s interest 
is adverse as to ordinary income but is 
not adverse as to income allocable to 
corpus. Therefore, assuming no other 
relevant facts exist, the grantor would 
not be taxable on the ordinary income 
of the trust under section 674, 676, or 
677, but would be taxable under section 
677 on income allocable to corpus (such 
as capital gains), since it may in the 
discretion of a nonadverse party be ac-
cumulated for future distribution to 
the grantor. Similarly, the interest of 
a contingent income beneficiary is ad-
verse to a return of corpus to the 
grantor before the termination of his 
interest but not to a return of corpus 
after the termination of his interest. 

(d) The interest of a remainderman is 
adverse to the exercise of any power 
over the corpus of a trust, but not to 
the exercise of a power over any in-
come interest preceding his remainder. 
For example, if the grantor creates a 
trust which provides for income to be 
distributed to A for 10 years and then 
for the corpus to go to X if he is then 
living, a power exercisable by X to 
revest corpus in the grantor is a power 
exercisable by an adverse party; how-
ever, a power exercisable by X to dis-

tribute part or all of the ordinary in-
come to the grantor may be a power 
exercisable by a nonadverse party 
(which would cause the ordinary in-
come to be taxed to the grantor).

§ 1.672(b)–1 Nonadverse party. 

A nonadverse party is any person who 
is not an adverse party.

§ 1.672(c)–1 Related or subordinate 
party. 

Section 672(c) defines the term ‘‘re-
lated or subordinate party’’. The term, 
as used in sections 674(c) and 675(3), 
means any nonadverse party who is the 
grantor’s spouse if living with the 
grantor; the grantor’s father, mother, 
issue, brother or sister; an employee of 
the grantor; a corporation or any em-
ployee of a corporation in which the 
stock holdings of the grantor and the 
trust are significant from the view-
point of voting control; or a subordi-
nate employee of a corporation in 
which the grantor is an executive. For 
purposes of sections 674(c) and 675(3), 
these persons are presumed to be sub-
servient to the grantor in respect of 
the exercise or nonexercise of the pow-
ers conferred on them unless shown not 
to be subservient by a preponderance of 
the evidence.

§ 1.672(d)–1 Power subject to condition 
precedent. 

Section 672(d) provides that a person 
is considered to have a power described 
in subpart E (section 671 and fol-
lowing), part I, subchapter J, chapter 1 
of the Code, even though the exercise 
of the power is subject to a precedent 
giving of notice or takes effect only 
after the expiration of a certain period 
of time. However, although a person 
may be considered to have such a 
power, the grantor will nevertheless 
not be treated as an owner by reason of 
the power if its exercise can only affect 
beneficial enjoyment of income re-
ceived after the expiration of a period 
of time such that, if the power were a 
reversionary interest, he would not be 
treated as an owner under section 673. 
See sections 674(b)(2), 676(b), and the 
last sentence of section 677(a). Thus, 
for example, if a grantor creates a 
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